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Daar Applicant:

We have considered your appiiicac\ionﬁ for‘ reéoghi:ion of exeaption
from federal {ncome tax under uc:ion SOl(c)(‘!) of thc Internal Revenue
Code of 1954, . «

The {nformation submitted discloses that your were incorporated on
I, uxder Chapter [l of the Revised Statutes Annotated of
the State of . You were formed for the purpose of i{aproving
the health and welfares of parsoans by providing certain health care services
to health-related organizations located both within and outside NG
and for pevforuing aad providing clinical services to health-related orga-
nizations which address the physical and mental needs of the community at
large; vrovided, however, that you will opcratc cxclusinly for the benefit
of I - )

{ou say that ynu will {nitially acqu:ln a nobih CT Scanner and will
*-.asport such equipment by trailer to various hospitals within the
I region. Esach participating hospitsl will contract
with you and will pay for your services. You may acquire other medical
cjuipsent or additional CT Scanners to sxpand the scope and amount of
health care services which you intend to, grovidgf&to hospitals. Further,
you say that you are s wholly-owned subs! £ ’
alsc & nou'profit voluntary. cotpotnti the laws of the

State of NN, io thé -mc thac | I'1s your sole member.

You will provide hulth care urvicu to rcgionnl health-related organi-
zations, vhich curreantly do not have svaiilable resources to purchase sophis—
ticated medical equipment. The sarvices will not only be furnished to hos-
pitals that do not presently provide such services, but would also be used
to supplemsnt the CT services already bcing provided by certain hospitals
such as I - - Your net earnings are to be uti-

lised to expand yowr role ss s regional ptovidct of clinfical and other health
care services to the region.
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loapitals will contract for your services. Prices will be coapotitive
vith for profit entities providing similar services. At present, I
B s-rves aa tne sole corporate meaber for [l son-profit voluntary
corporations, which include

. ‘ovever, [N doecs not have fornal affiliations with

any other hospitals at this time., You currently provide your services to

I . The lattet I hospitals have no
foraal relationships «ith NN

“ithin the States of NN, there sre B (nde—
pendeat providers of nobile CT Scan Sarvices, naxely, GGG

I (vh{ch curreantly has a Certificate of Need spproval for the
provision of zobile CT services withiu the State of NN . These
B orzenfzotiocas are for profit organizations. I, a national chailn,
carrently services Il hospitals within G- B >rovides
aobile CT scans to I Yhwospitals (o R .

i{s not yat operstional, Tour prices and services are competitive with both
B 2nd BE. Your contract with the hospitals you service estahlishes you
as the ezcluaive supplier of services. Your services are avsilable to the
petients and to physicians at the site of the hoepital.

Section 531(c)(3) of the Code provides for the exeuption from federaxl
income tax of organizations organized and opersted exclusively for charitable
purposas, no pert of the naet earnings of which .'muru to the benefit of any
private shareholder or individml.

3action 1.571((:)(3)—1(.) of thc Incoue Tax Regnlntionu provides that an
organizat{ion which is organized and operated for the primary purpose of
carrying on a trade or business is not exeapt under section 3I1(e)(3).

Section 552(a) of tiie Code provides that an organization operated for
the primary purpose of carrying ou & trade or business for profit shall not
be excupt fro=m taxatfon under section 501 oa the growmd that all of its pro—
fits are payable to one or more organizations exeapt from texation under
section 371,

The House Comaittee Report (House Report No. 2319, Eighty-FPirst Congress,
1957=2 C.P. 412) {n explaining the reasons for azmealing section 572, said: “"The
affect of thie amendment is to prevent tha exemption of s trade or business
organization under 171 (predecessor to section 571 of the 1954 Coda) on
grounds that ap or;aniu‘tien actually descridbed in section 131 raeceivas the
earnings froa the operation. In any csse, {t appears clear to your coamittee
that such organization is not 1tself carryiang cut an exempt purpose. Moresover,
it obviously {s in direct competition with other taxable business.#®4®




Section 1.572~1(b) of the regulations states that if a subsidiary or-
ganization of a tax—exenpt orzsnization would itgself be exempt on the zround
that ite activities are an integral part of the exempt activities of the
parent organization, its exemption will not be lost because, as a matter of
accounting between the two organizations, the subsidiary derives a profit
from its dealings with its parent organization, for example, a subsidiary
organization vhich is operated for the sole purpose of furnishing electric
power used by its parent org:nization, a tax—exenpt educational organfzation,
in carrying an 1ts educational purposes. However, the subsidiary orgauization
i3 not exempt from tax {f it is operated for the primary purpose of carrying
on a trade or business which would be an unrelated trade or business (that {is,
unrelsted to exempt activities) if regularly carried on by the parent organi~-
zation. For example, if a subsidiary organization is operated primarily for
the purpose of furnishing electric power to consumers othar than its parent
organization (and the pareots tax—exeapt subsidiary organizations), it is
not exempt since such business would be an unrelated trade of business 1if
regularly carried on by the parent organization. For the purpose of this
paragraph of the regulations, organizations are related only if they conslet
of subsidiary organizations having a common parent organization. Also, an
exeapt orzanization is nnt related to another exenpt organization merely be-
cause they both engage in the same type of exempt activities.

The information you subamitted discloses that you are providing mobile
CT Scanunar services to [l hospitals, only one of which has a formal rela-
tioaship with [IIIIINININGgGgNNENENEGEGEGE :nd vhich is a subsidiary of a tax—
exempt parent organization. Under the contract with those hospitals, you
are the exclusive supplier of your services. Your prices and services
are compatitive with those of several private, for-profit organizations
that are providing similar services in tha ares in vhich you operate. As
stated in the Comaittee Report, you are in direct compatition with other
taxable businssses. Thus, it is apparent that your activities themselves
canaot be termed charitable, but are ordinary business activities. Under
the provisions of section 572 of ths Code, and the regulations thereunder,
you are engaged {n a trade or business which inhibits exemption undsr section
$91. Further, as provided by section 1.501(c)(3)=1(e) of the regulations,
you sre not entitled to recognition of exemption under section 591(¢)(3).

Accordingly, you do not qualify for recognition of exemption from
federal income tax under section 531(c)(3) of the Code. You are, therefore,
required to file federal income tax returns. Contributions to you are not
deductible under section 17,
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stated {n the Cooaittee Report, you are {n direct competition with other
taxable businesses. Thus, it is apparent that yovr activities themselves
cannot be termsed charitable, but are ordinary bui..;as sctivit{es. Uuder

the provisions of section 332 of the Code, and the regulations thereunder,
you ave angagead in a trade or business which Iinhibits exempt{on under section
$71. PFurther, as provided by section 1.571(c)(3)~1(e) of the regulations,
you are not entitled to recognition of exemption under section $31{(c)(3).

Hith respect to your mobile CT 8canner services for unrelated hospitals,
we 9e¢e no unique circunstances, within the intendmsent of Rev. Bul, 85~L19
(supra), vhereby ynur services may be said to further your exempt function. .
As coacludad by the ravsnue ruling, the conduct of such eervices dby you for
unrelated hospitals would constitute an unrelated trade or business within
the aeaning of section 513 of the Code and exenmption under section 501(e)(3)
would be inhibited.

Accordingly, you do not. qnnlify for rccognition of exemption from
federal incooe tax under section 571(c)(3) of the Code. You are, therefore,
required to file federal income tax returnt.\ ‘Contributione to you are not
dsductible under section 170, -0

Yon have the right to protest this ruling if you believe that {t f{s
fnocorrect. To protest, you should submit a statement of your views, with
a full explacation of your reasoaning. This statement must be submitted
withia 3D days of the date of this letter and nust be signed by one of your
officers. You aleo have a right to a confarence in this office after your
statensnt is subnitted. If you want a conference, you wmust requast it
wvhea you file your protest statement. I1f you are to be represented by
soaeone who is not one of your officers, he/shs uust file a proper power
of attorney and othervise qualify wmder our Conference and Practice
Requiremeats.

1f you do not protest this proposed ruling in a timely amanner, it

will be coasidered by the Internal Reveaue Service as s fafilure to exhaust
available administrative remedies. Sesction 7428(d)(2) of the Code provides,
ia pert, that a declaratory judgment or descree under this section shall not
be issued in any proceeding unless the Tax Court, the Claims Court, or the
District Cowrt of the Tnited States for the District of Columbia determines
that the organization ianvolved has exhausted sdministrative remsdies avail-
able to it within the Internsl Revenua Service.
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If we do not hear from you within ) days, this ruling will become
final and cooies will be forwarded to your key District Director. There-
after, {f you have any questions about your federal income tax status,
including questions concerning reporting requirements, please centact your
key District Director, Rrooklyn, New York. Also, the appropriate State
officials will be notified of this action in accordance with section 6124
(c) of the Code.

When sending additional letters to us with respect to this case, you
will expedite their receipt by using the following address: Internal

vevenue Service, Attn: [IIIIIIEG@G@GEEEEEEEE, 1111 Constitution Avenue,
N.W., Wsshington, D.C. 22224,

1f you have any questions, please contact the person whose name
and telephone number are shown in the heading of this letter.

8incerely yours,

N
‘_

Chief, Exempt Organfizations
Ruling Branch




